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ECONOMIC CONSIDERATIONS IN MILK-STABILIZATION PLANS 


by 
J. M. Tinley 1/ 


Introduction. -- Most persons who believe in the fundamental prin- 
ciples governing the operation of our economic system view with considerable 
apprehension the expansion of price fixing into more and more fields of economic 
activity. Price fixing, whether as a result of private monopoly control or 
government regulation, tends to place our system in an economic strait jacket. 
Competition, the spontaneous automatic balancing force in a highly complex 
capitalistic economy, is being progressively crippled. 


Yet those who are fundamentally opposed to price fixing as a general 
principle may be prepared to accept and even advocate public control in certain 
industries, illogical as this may seem. Certain forms of economic activity 
involving the performance of essential services which are highly standardized 
have long been recognized as public monopolies. Such industries are railroad 
and city street car transportation, water supply, generation of power and light, 
and the postal service. 


Many economists believe that as a country reaches a stage of advanced 
industrial development many industries, which at one time may have been strictly 
competitive, eventually reach a point where, because of technological advance- 
ments, highly uniform goods or services can be produced most efficiently only in 
a few large-scale operating units. Competition in such industries benefits 
neither investors nor the public generally. Such industries should logically 
be operated as monopolies -- but for the protection of the public interest, they 
should be operated as public or publicly controlled monopolies. 


There is reason to beliove that the market-milk-distributing industry 
(or separate industries in the different markets) has reached this stage. In 
all large cities stringent (maybe too stringent) health regulations govern and 
ensure high-quality dairy products. Processing, bottling, and distributing 
methods have been systematized, although there are still wide variations in the 
services performed by individual dealers. An analysis, however, indicates that 
many of these services are uneconomic and result from cut-throat competition. 
Most distributors would willingly eliminate them if they could. Intense compe- 
titive conditions during the past few years have not succeeded in forcing in- 
efficient plants out of business. Individual distributing firms may go bankrupt; 
plants may change hands, but they continue to operate. While very cfficiont 
machine methods of production have been adopted by individual distributors, the 
benefits from these methods have been offset by uneconomic trade practices. 


An analysis of most of our California markets indicates thet there 
are in 1937 more separate distributing units than there were in 1929. Many of 
the older plants are handling much smaller volumes than they did in 1929. All 
dealers admit that they could effect a considerable reduction in unit costs if 
they had a larger volume and if they could eliminate uneconomic trade practices 
such as secret rebates and discounts, costly brand advertising, split stops, etc. 
Much of this reduction could be passed on to consumers in the form of a lower 
price. This would tend to stimulate an increased volume of consumption which 
would benefit both producers and distributors. 
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1/ Associate Professor of Agricultural Economics, Associate Agricultural 
Economist in the Experiment Station and Associate Agricultural Economist on the 
Giannini Foundation. 
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Members of the industry may argue that similar conditions are found 
in other industries and in other forms of business. And that is true, but two 
wrongs don't make a right. In the case of the market-milk industry, however, 
there are special considerations which, from a social view, would indicate the 
necessity of corrective measures. Market’ milk is one of the most important food 
products in the human diet. Every nutrition expert agrees that a heavier con- 
sumption of milk, especially by the poor, is essential to maintain health standards. 


One of the prime factors leading to milk wars is the struggle among 
distributors to gain or maintain volume of business. During milk wars, existing 
marketing methods are entirely disrupted; many distributors incur severe financial 
losses and returns to producers are usually reduced drastically. 


Increased efficiency in the distribution of market milk is vitally 
important. Neither competition nor the cooperative efforts of those in individual 
milk markets has succeeded in bringing this about. Some form of public control 
appears to be necessary in the interest of producers, consumers, and even of 
distributors. 


California Milk-Control Legislation. -- The particular form that public 
control over milk marketing should take seems to be of minor importance. In 
California public control over milk marketing is vested in the State Director of 
Agriculture as a result of two acts passed at the recent session of the California 
Legislature. 2/ The first act (Senate Bill 100) empowors the Director to estab- 
lish milkemarketing areas and set up in such areas stabilization and marketing 
plans for the stabilization of prices to producers. The second act (known as the 
Desmond Bill) extends the power of the Director to establish minimum wholesale 
end retail prices in the various marketing and stabilization areas. 


Neither of these acts has yet stood the test of constitutionality. 
Decisions in other states and by the United States Supreme Court, however, have 
established the validity of milk-marketing control as a principle. It is under- 
stood that considerable care was devoted to the drafting of the two California 
laws and that there is reasonable assurance as to their constitutionality. The 
constitutionality of an act, however, does not necessarily establish its economic 
soundness nor guarantee its sound administration. 


While all milk markets have some common problems, there are peculiari+ 
ties in individual markets which require special handling. It would be unwise to 
attempt to superimpose rigid marketing and stabilization plans in all markets. 
The California laws appear to be sufficiently flexible to allow the Director 
considerable discretion in determining both plans and prices to be enforced in 
individual markets. 


The California laws have an additional advantage over similar types 
of legislation in many other states in that they provide certain measuring sticks 
or standards to guide the control authority (the State Director of Agriculture) 
in his determinations. Section 735.4, Article 1, Chapter 10, Division IV of the 
Agricultural Code provides that minimum prices to be paid by distributors to 
producers of fluid milk and fluid cream shall be based upon the economic relation 
of the prices of fluid milk and fluid cream in each: marketing arca to tho prices 
of manufacturing milk, consideration being taken of the additional costs of 
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2/ Both of these acts are incorporated in Chapter 10, Division IV of the 
Agricultural Code of California. 
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Se 
producing fluid milk and fluid cream. Studies of the economics of milk 
marketing have shown that if prices recoived by producers of fluid milk greatly 
exceed those received by producers of manufacturing milk, scrious disturbances 
may result. The maintenance of such relations between prices of fluid milk and 
marketing milk, moroover, obviates the necessity for erecting special economic 
barriers around individual milk markets. 


Attention should be drawn to the fact thot the economic relations 
between fluid milk and fluid cream and manufacturing milk are not constant. The 
additional costs of producing these two products, over the costs of producing 
manufacturing milk, may increase or decreaso. For example, part of the additional 
costs may arise from the fact that market milk has to be produced under more rigid 
sanitary conditions than manufacturing milk. If the production standards of the 
latter are raised and thereby increase the cost of producing manufacturing milk, 
the differential between market milk and manufacturing milk would be decreased. 
Similarly, part of the increased cost of producing market milk arises from high 
costs of transporting market milk to city plants. If such costs are decreased, 
the differential between market milk and manufacturing prices should be decreased 
accordingly. The control authority should be prepared to make adjustments, when- 
ever such are shown to be advisable by changes in economic relations. 


The standards to guide the control authority in determining minimum 
wholesale and retail prices of milk are set forth in Section 736.12, Article 24, 
Chapter 10, Division IV of the Agricultural Code which requires that: 


(1) Such prices are sufficient, but not more than sufficient, to cover 
all necessary costs, according to the method or type of distribution, including 
& reasonable return upon necessary capital investment of reasonably efficient 
distributors. 


(2) Such prices will tend to maintain in tho business of distribution 
of fluid milk and fluid cream, such number of reasonably efficient distributors 
of the different types as are necessary to ensure to consumers in each marketing 
area sufficient distribution facilities of the various types commonly used by 
consumers. 


(3) Such prices will tond to protect the interests of consumers by 
not requiring them to pay more for their milk and cream than is necessary to 
maintain adequate and efficient distribution facilities in each marketing area. 


These standards appear to be sound from an economic standpoint. The 
legislation is designed to promote increased efficiency in milk marketing, tho 
mejor benefits of which should accrue to consumers of fluid milk. Certain types 
of expenses now incurred in marketing fluid milk (resulting from cut-throat con- 
ditions) may not be considered by the control authority as necessary costs. 
Overinvestment in land, buildings, and equipment similarly may not be considered 
as necessary investment. At the same time distributors who are efficiently 
financed and are operating efficiently will receive adequate protection. This 
is entirely foir and reasonable. If this act is constitutional and is wisely 
administered, it will undoubtedly prove of great public benefit. Too rapid im- 
provoment should not be expected and may even be unwise. The marketemilk 
industry has taken e long time to get into its present condition. Progress to 
a more ideal system should be by gradual steps, so as to avoid undue dislocation- 


The standards provided in the act are broad in scope. Many dotailed 
and complex problems have to be decided by the Director himsclf. Because of the 
large number of products and size containers produced in the samc plant, allocation 
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of costs between commodities and containers presents considerable difficulties. 
Some of the questions to be answered are: Should costs be allocated on a time, 
volume, or value basis? Should such allocation be uniform for all plants in a 
given market and between markets rogardless of diffcrences in operating methods? 
On what basis should the Director determine what is "necessary capital invested"? 
On whet milk-fat test should the "cost of product" be determincd? Should separate 
schedules of prices be provided for milk of varying fat-tests? 


Closely related to tho above questions is the problom of maintaining a 
sound relation between minimum producer prices and minimum resale prices. If 
distributors' margins are to conform to the processing and delivery costs of 
efficient distributors, how are changes in producer prices to be related to changes 
in resale prices? Ordinarily resale prices are changed one cent a quart a time. 
This is equivalent to 11.62 cents a pound of milk fat in 4 per cent milk. It is 
seldom, however, that changes in the rolation between fluid milk and manufacturing 
milk will warrant a change as high as 11.62 cents. 


The control authority will base his determinations of resale prices 
in each market on facts gathered at hearings, impartial surveys, or audits of the 
books and records of distributors in cach marketing areas Resale prices cannot 
be provided fcr and enforced in any market until after the factual information 
has been gathered. This provision is peculiar to the California legislation. 


The assembly and analysis of information on distribution costs, capacity, 
and investment in plant and other facilities is a stupendous task. As the Desmond 
Act is not an emergency measure but is permanent in character, it scems advisable 
to proceed cautiously. In the long run the effectiveness and advantage of the 
legislation will be enhanced, if individual plans are predicated upon sound and 
careful analysis. 


The Giannini Foundation of the College of Agriculture, University of 
California,has agreed (at the request of the State Director of Agriculture) to 
undertake the impartial survey of distribution costs and facilities provided for 
in the act. This is one of the most difficult economic survoys ever undertaken 
by the College of Agriculture. There are 15 milk-marketing areas in the state. 
Detailed and comprehensive questionnaires have been sent to some 300 processing 
distributors, 700 producer-distributors, and to 700 retail stores in the various 
marketing areas. As each distributor harkdles from about 5 to 30 cr 40 products 
in a large number of different-sized contarners, which aro sold both retail and 
wholesale, the questionnaires require considerable detailed information in order 
to segregate costs of handling the vzrious grades and sizes of milk and cream. 

A corps of 12 persons has been engaged to assist distributors to complete their 
schedules and to analyse the data separately for each market aren. 


The University will not undertake to recommend retail prices, but will 
submit the data collected and analysed for each market to the Director in such 
detail and in such form ss he may require to enable him to make his determinations. 
This work is being pushed forward as rapidly 2s possible. The State Department 
of Agriculture has made certain funds available to the University to employ the 
necessary personne] and facilities to conduct this investigation. 


The analysis of these problems is further complicated by the fact that 
many distributors have very meager records; only a few have detailod cost- 
accounting systems. The Director will, of course, take the final responsibility 
for determining cost allocations. These problems are of considerable importance 
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because all decisions of the Director with respect to cost allccations and other 
Similar matters are subject to revision in competent courts of jurisdiction. The 
court may uphold the constitutionality of the law but may upsot any plan, if, in 
the view of the court, arbitrary and unjustifiablc docisions have been made. 


Dangers of Price Fixing in the Market Milk Industry. -- Some of the 
dangers implicit in public control over milk marketing should be fully realized. 
These dangers are not insuperable, but are likely to cause serious difficulties 
unless steps are taken to overcome them. 


First, public control over milk marketing lessens the competitive urge 
to improve methods of oporation and to climinate inefficiency. There is always 
® danger that public control will ossify, or freeze, present uneconomic methods 
and lessen the desire to experiment. This is, perhaps, not so important for the 
market-milk industry because in reality there are hundreds of separate although 
Similar industries -- one in each marketing area. Experience gained or new 
methods of operation perfected in one area can very frequently be adopted in 
other areas. Croamery-equipment companies are continually experimenting to 
improve their equipment. Dairy-industry departments of our various land-grant 
colleges are also carrying on experimental work to improve quality and find new 
uses for dairy products. Such improved equipment and methods are available to 
all markets. 


During the first few years of public contrel it may be possible to force 
the adoption of more efficient methods by providing margins so narrow as not to 
cover inefficient practices. Later, when and if the number of plants in each 
market has been reduced more nearly to market consumption requirements, it may 
be necessary for the control authority or the industry to sponsor experimental 
work aiming at still further increasing efficiency. A research department 
similar to those of General Motors, General Electric, and other large corpora- 
tions may be possible. 


The second danger is that producers will tend to rely solely upon the 
control authority for improvement in thoir position. During tho past few years, 
cooperstive-bargaining associations have become noticeably weaker in many milk 
markets in the United States. Members do not see the necessity of paying associa- 
tion dues when a control authority performs all the ossential services previously 
performed by their association. Another reason for the decline in membership of 
cooperative associations is the lack of progressive and sound leadership among 
market-milk producers. Public control over milk marketing is likely to be much 
more effective if it is supported and sided by strong producer associations in 
each milk market. Public control should not be regarded as a substitute for 
producer cooperation but as a complement thereto. 


The third danger is that individual producers in markets without a 
strong association and without a market pool may be placed in the position of 
not being able to find a market for their products. Before the introduction of 
market control, s producer whose milk was refused by one distributor could sell 
to other distributors by offering his milk at a somewhat lower price. This 
alternative is no longer available. A producer whosu milk is refused (no matter 
for what reason) either has to become a producer-distributor or sell his milk 
to a manufacturing milk plant. In some markets in California (for example in 
southern California) there are no manufacturing plants. It is, therefore, no 


‘ ete: 


aeddo baw sdibsinstia® ‘thos. of Siaaead ee aebwwilt edd. ‘a: iziooh Ife eausced 
= eaoltolbaiwi te sdrvce tnegoqaos ot noketyves of tooidue ote atedinm yalimte 

ai 24 yoola ye dsaqu) yen Sed wel off Ys yYPefevottusivenca oft biodqu yom Muse. 
sobham nood ved ancidtoub <¢ picts ac Bas “ytond idee snare odd ‘to woky oft 






ott 40 amok «+» ateahit tit $63 M.-off ss pei) oc lk 20 tenes 
‘ehosif{don yilvt od binds gailowta [im tov F109 Of £ oka. Rack eisgned 
soltinofitih avoltoe caved of vefosltt vite Suk ueecuent + ein etopdeb. oeedtT 
— OMSEROVO., ot meted ota aqete esoiar 


egitn ovititogaen od? arsesol nafdesttom alim seve. lottact obtidda tonit 
eyewis of neal eiotelottion: odnaimtfo of bie softetoqo to sbodgtom ovorgmt of 
abodtom oiaaccosw trsacig ,osoort 10 yxtlese (Liw Llottacoe oifdug god} togasb a 
old Hot Sacstouci oc tun ,eredraq ysi abil «daemItogxe o¢ otfaeb. odd uoadel bas 
- Agyodd£ic etowsgoa to aberbod ot otodd y¥ilaer af senaeod yideubai Vitmatetiot 
was to bomtes socobvogx@® aaors aaftotaam doeo gi suo a+ sebevavbul tolimis 
ai botqobe od yitseupovt yrov ace sate ono at hotoetaoy noidereqo ‘to eabodsonr 
of gutdsominegxe yiloeniteos ots eeineqmoo sasmyfuporytemeot) -,ane1s tofise 
daoagebast euoitey wo to edtomeqeh yrtewhaleytind .trengiape sheds ovotgnt 
wetr fot? bao ytileyp overqul of daow [abaomitegrte so antyries nele ots aegeiios 
oF aceoanmis ete thuddest ban taerqiepe hevowet Howe. .atewbotqg ytieb 10% aoee ” 
ee +stomtion {fe 


gorct 6¢ oldiaacq of yom +f Icasane ob ftiuy-to 120% wot Soxl? odd gnbdsud 
n¢ fon an worsen oe nekgiom ackbivowy yd ebodiom ¢nofolTie otom to aoivqoba off ~ 
fone ak etaetg Yo ted odd T2 baa sorte ytotad yeoolincyq tueisitieal tevoo 

yom #f yadmamort tugort goityarenoo Josten of yitcot eto Seawhet sood aad Jowtem 
fetaomiteqss toads qe oF vadqubat. eds to ydbroddus Logtacs edd Tot visecsoor od 
dromuegqel fisteaset- 4. _ »youtote rte gaiseotani sodtigt (ftie de animie sow 
+PLOTTOD amt ‘tonto brs indo tt terone® a BOTA {etened to’ eacd? oF tsliate 

Rta teeter Ue. : wid faeod: ea KAT enold. 


Std. noqet i ttotes: tin ‘ad bay of ‘tite soapbox dadd ef rogasb: haoose ott 
Py@tase wet Foaq oft patie. 'snoatieoq ‘fod? nt: dramevopged "6% yisorttus Lowe 


i oo igfte yam ck xodbow yidooadton omedod oved agottatootes aafatsgiid-s7 Lgateqooo 


wsiooens aciyed to ywibeooen off o6a #60 0b anedmoll «zaded? bestia edd nf etovrem 
Ylasolvey? poo fttee fettavces oft Lis “Siteetrog we irtodtia: fottnoo 2 nodw sebh nokt — 
So-qidereadmon at. sitkloch ad? tot detot ‘gadgoas .coltcieoses tfodd yd bosrrelteg: 
Pa eric jifigtoiaol ‘panes. ban. oy fasetgott. §o0-Aonf oct. at eacttrfooges evigaisqoor iG 
foun od oF Ulowti al: ailbdgabeant Atte ¢ovo fotdace oifidel .ersouborg Wiln~toduen 


Ag axoivelooees toovbowd asasts yd ‘bebte bia bodtoqjwe at $f YL-ovidoeTis otom ag 


02 obdstifvadua:# 20 bub wager. ed Hoi. bivorts foytaos ofidut | stodiam ALim dogo - 


sodotondt temimelgngo. A eo tud softetsqooo sen 


i docslfiw sdose of - et souboing fawbividbat gedd ai, tegack bs tad oft 
= nok? rieoq ont af boonlg oe ‘year Loop fostyam «2 Suodtiv bas noftstooase snc ta 
to moksoubotdal oft aololi ~.atombory vied? 4ol teadran’s bail of efda gnied tox 
‘ffo8 binos todudiateth ono yd benw'tet esw-allio oeody. soppbong 2 ,foatcao Jovem 
aint yoottg tow f Jonwemee a do atim sh. gritettc vd avotudiratb torts oF 
yosdam. om) boavtot ef Cie upciw teouborg. 4. eeidalirys teanol oa Bf ev t¥ataesis 
afte ont ifon to totudfitetbetaoyboty 2 omoved, of end toddte (nogeet tadw x04 


nt ofsirexe toh) alutziliod nf atostem omea ol .dnokq Alin gaktusontwanm 2 ot 


on ,stolotedd . et +t satnaig antiudostwaen, on ote eredd. (% ebasett ie =e 











6. 


easy matter for a producer to develop a market for his milk direct to consumers. 
Individual producers are thus much more ot the merey of distributors than they 
were formerly. 


This problem will tend to become intensified if the Desmond Act is 
successful in eliminating inefficient distributors. Producers who ship to a 
distributor who is forced out of business, may find themselves without a market 
for their milk. Of course, the volume of milk handled previously by the dis- 
placed distributors will be handled by the remaining distributors. The producers 
supplying the latter, however, may have sufficient surplus milk to take care of 
the volume of the displaced distributor. In any case, it may be several months 
before the individual producers who had shipped to the displaced distributor 
could again place their milk. 


A market pool scems the only way to overcome these dangers to individual 
producers. Provision is mde in the California milk-control legislation for such 
pools, but most producers who consider that they have firm and satisfactory cone 
tacts with their distributors scem unwilling to agree to a market pool which may. 
tend to lower their net returns -- at least temporarily. Another difficulty is 
that pools have not worked tco well in the past in some markets because such pools 
have discriminated against producers of high-quality milk by averaging the returns 
for all milk in the pool, much of which was of inferior quality. If pools are 


established, some provision must be made for payment to producers on a quality 
basis. 


Milk-marketing-control legislation is likely to become a permanent 
feature in our economic organization. Public control, however, is still in its 
infancy. Many mistakes have been made during the past few years in different 
states and many more will probably be made during the next few years. Fresent 
legislation may have to undergo considerable modification to cope with new con- 
ditions that arise in individual markets. Administrative procedure also may have 
to be improved as control authoritics gain more experience. These developments 
constitute a very fascinating field for coneurrent rescarch. 

























», In this connection it 1s important to realize the strategic position.of. 
"Tebor in the market milk industry. Over 50 per cent of the expenses of proces 
ing and delivery are for labor. Delivery and plant men in most of the major 
California milk markets are highly unionized. No reasonable person would deny 
_ the right of labor unions to strive for higher real incomes and better working 
= tions for their members. There is always the danger, however, that labor 

ress its demands unreasonably and to the disadvantage of other groups with 
interest in @ particular industry. During the past year wages of delivery 
nt labor have been raised to above the levels of 1929 and in addition deys 
e been increased. This haa resulted in an increese in processing and 
Wery costs. If the labor unions demend still further increases of pay in the 
, it is not unlikely thet labor may absorb the full benefits of any increase 
ne efficiency of distribution. Public control over milk marketing would thus 
} heen of little benefit to consumers. Another aspect of this problem is the 
act upon costs of uniform increases in wages of wholesale and retail delivery= 
i Wholesale routes normally carry from 5 to 10 times more packages than retail ae tt 
Ls. A uniform increase in the wages of el] deliverymen will, therefore, ven a 


Pease retail delivery costs considerably more than wholesale costs; thereb Sp i An 
creasing the spread between retail and ‘yholesale margins and prices. The ¢ ris} a3 ; 
f distributors engaged in retail distribution would be greatly enhanced. ’ A 


9 


ai ee 
elopment would eventually tend to force*s lerger percentage of all milk Pic 2 
olesale channels, end thus to decrea he number of drivers, 
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